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and signed promissory note from a bor-
rower, transmits the promissory note 
to the Servicer, receives the funds elec-
tronically, disburses a loan to a bor-
rower, creates a disbursement record, 
transmits the disbursement record to 
the Servicer, and reconciles on a 
monthly basis. The Servicer initiates 
the drawdown of funds for schools par-
ticipating in school origination option 
1. The Secretary may modify the func-
tions performed by a particular school. 

School origination option 2: In general, 
under this option the school performs 
the following functions: creates a loan 
origination record, transmits the 
record to the Servicer, prepares the 
promissory note, obtains a completed 
and signed promissory note from a bor-
rower, transmits the promissory note 
to the Servicer, determines funding 
needs, initiates the drawdown of funds, 
receives the funds electronically, dis-
burses a loan to a borrower, creates a 
disbursement record, transmits the dis-
bursement record to the Servicer, and 
reconciles on a monthly basis. The Sec-
retary may modify the functions per-
formed by a particular school. 

Servicer: An entity that has con-
tracted with the Secretary to act as 
the Secretary’s agent in providing 
services relating to the origination or 
servicing of Direct Loans. 

Standard origination: In general, 
under this option the school performs 
the following functions: creates a loan 
origination record, transmits the 
record to the Servicer, receives funds 
electronically, disburses funds, creates 
a disbursement record, transmits the 
disbursement record to the Servicer, 
and reconciles on a monthly basis. The 
Servicer prepares the promissory note, 
obtains a completed and signed promis-
sory note from a borrower, and initi-
ates the drawdown of funds for schools 
participating in standard origination. 
The Secretary may modify the func-
tions performed by a particular school. 

(Authority: 20 U.S.C. 1087a et seq.) 
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§ 685.103 Applicability of subparts. 

(a) Subpart A contains general provi-
sions regarding the purpose and scope 
of the Direct Loan Program. 

(b) Subpart B contains provisions re-
garding borrowers in the Direct Loan 
Program. 

(c) Subpart C contains certain re-
quirements regarding schools in the Di-
rect Loan Program. 

(d) Subpart D contains provisions re-
garding school eligibility for participa-
tion and origination in the Direct Loan 
Program. 

(Authority: 20 U.S.C. 1087a et seq.)

Subpart B—Borrower Provisions

§ 685.200 Borrower eligibility. 

(a) Student borrower. (1) A student is 
eligible to receive a Direct Subsidized 
Loan, a Direct Unsubsidized Loan, or a 
combination of these loans, if the stu-
dent meets the following requirements: 

(i) The student is enrolled, or accept-
ed for enrollment, on at least a half–
time basis in a school that participates 
in the Direct Loan Program. 

(ii) The student meets the require-
ments for an eligible student under 34 
CFR part 668. 

(iii) In the case of an undergraduate 
student who seeks a Direct Subsidized 
Loan or a Direct Unsubsidized Loan at 
a school that participates in the Fed-
eral Pell Grant Program, the student 
has received a determination of Fed-
eral Pell Grant eligibility for the pe-
riod of enrollment for which the loan is 
sought. 

(iv) In the case of a borrower whose 
previous loan was cancelled due to 
total and permanent disability, the 
student— 

(A) In the case of a borrower whose 
prior loan under title IV of the Act was 
discharged after a final determination 
of total and permanent disability, the 
borrower— 

(1) Obtains a certification from a 
physician that the borrower is able to 
engage in substantial gainful activity; 
and 

(2) Signs a statement acknowledging 
that the Direct Loan the borrower re-
ceives cannot be discharged in the fu-
ture on the basis of any impairment 
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